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FOREWORD 


This  Small  Business  Study.    Pilot  Study  of  Successful 
and  Unsuccessful  Small  Business  Enterprises  Within  Montana, 
has  been  conducted  and  prepared  under  the  direction  of  Thomas 
J.    Collins.    Project  Director  for  Montana  State  Planning  Board. 

The  research  was  financed  by  a  grant  made  by  the  Small 
Business  Administration,    United  States  Government,    under  the 
authority  of  Public  Law  699     (85th  Congress). 

Only  a  limited  number  of  copies  of  this  report  have 
been  printed.      It  is  available  for  reference  in  any  of  the  Small 
Business  Administration  offices  throughout  the  United  States  or 
at  many  reference  libraries.      Copies  of  the  report  also  may  be 
purchased  for  $1.  00  directly  from  the  Bureau  of  Business  and 
Economic  Research;    Montana  State  University,    Missoula,  Montana. 

Summaries  of  this  study  have  been  printed  and  are 
available  in  reasonable  quantities.      These  summaries  may  be 
secured  from  SBA  field  offices  or  from  the  Small  Business 
Administration,    Washington  25,    D,    C. 

The  Small  Business  Administration  assunnes  no 
responsibility  for  the  accuracy  of  the  data  contained  herein, 
nor  does  it  necessarily  endorse  any  opinions,    conclusions  or 
recommendations  which  may  be  a  part  of  this  report. 


John  E.  Home 
Administrator 
Small  Business  Administration 


11 


PREFACE 

This  report  is  Part  III  of  a  project  entitled  Research  on 
Small  Business  Success  and  Failure  in  a  Natural  Resource  Economy 
prepared  by  the  Bureau  of  Business  and  Economic  Research. 
Montana  State  University,    for  the  Montana  State  Planning  Board 
under  a  Small  Business  Administration  grant 

The  complete  project  includes  the  following  reports: 

RESEARCH  ON  SMALL  BUSINESS  SUCCESS  AND 
FAILURE  IN  A  NATURAL  RESOURCE  ECONOMY 

Part    I.       A  Trade  Potential  Study  of  Montana     by 
Raymond  H     McEvoy 

Part    II.      A  Study  of  Legal  Barriers  to  Competition  in 

Montana  State  and  Local  Law,    by  Edwin  W     Briggs 

Part    III.    A  Pilot  Study  of  Successful  and  Unsuccessful 

Small  Business  Enterprises  Within  Montana     by 
Edward  J.    Chambers  and  Raymond  L.    Gold 

Part    IV.    A  Survey  of  Mail-Order  Buying  Habits  in  Missoula 
County     by  John  S      Wright  and  Leo  L     Knowlton 
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I.      INTRODUCTION 

Little  is  known  about  the  factors  making  for  business  success 
or  failure  in  the  sparsely  settled  Rocky  Mountain  region.  There 
have  been  analyses  of  business  failures  both  for  the  nation  as  a 
whole  and  for  the  more  industrialized  areas.,  but  there  is  always 
doubt  about  the  relevance  of  such  studies  to  a  particular  regional 
environment  where  certain  underlying  economic  conditions  differ 
markedly  from  those  generally  prevailing. 

Quite  apart  from  the  question  of  applying  to  a  particular 
region  the  results  of  studies  made  outside  of  it.    a  further  problenn 
stems  from  the  fact  that  virtually  all  analyses  of  the  causes  of 
business  .failure  have  stressed  the  nature  of  the  procedures  and 
practices  adopted  within  the  particular  enterprise.        There  have 
been  few.    if  any.    efforts  to  relate  entrepreneurial  attitudes  with 
business  practices.      While  it  is  true  that  numerous  studies  have 
addressed  themselves  to  managerial  behavior,    goals,    and  attitudes, 
they  have  been  concerned  to  an  overwhelming  degree  with  the 


Cf.       the  Dun  and  Bradstreet  studies  and  that  made  by  the 
Bureau  of  Business  Research  at  the  University  of  Pittsburgh;  A.    M. 
Woodruff  and  T.    G.    Alexander.    Success  and  Failure  in  Small 
Manufacturing  (Pittsburgh:     University  of  Pittsburgh  Press,    1958). 


executive  and  the  decision -maJking  process  in  the  large  corporation.  '■ 
There  is  serious  question  whether  such  studies  are  especially 
meaningful  for  the  small  corporation  or  unincorporated  business. 
The  effort  to  integrate  in  one  study  practices,   procedures,    and 
attitudes  as  they  relate  to  successful  or  unsuccessful  operation  of 
the  small  enterprise  represents  a  new  departure. 

This  project  was  quite  frankly  a  small  pilot  study.     Its 
findings  are  tentative,    and  suggest  certain  areas  of  small  business 
operation  within  which  further  research  appears  likely  to  be 
fruitful.      Total  expenditure  was  considerably  less  than  10  percent 
of  the  total  SBA  grant  in  Montana  for  the  1959-60  research  program. 
Certain  of  its  limitations  will  be  apparent  from  the  following 
description  of  the  procedures  employed. 

Statement  of  the  Problem 

The  overall  objective  of  the  study  was  to  determine  what 
factors,   both  procedural  and  attitudinal,    may  be  especially  relevant 
to  business  success  and  failure  in  the  Northern  Rocky  Mountain 


One  partial  exception  is  R.    E.    Lane,    The  Regulation  of 
Businessmen,    Social  Conditions  of  Government  Econonnic  Control 
(New  Haven:     Yale  University  Press,    1954).      This  research  con- 
sisted in  part  of  depth  interviews  with  twenty-five  New  England 
businessmen.      The  focus  of  this  study,    however,   was  their  attitudes, 
values,    and  ideologies  as  they  relate  to  governmental  regulation. 
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region.      To  accomplish  this  objective  it  was  necessary  to  set  up 
a  working  hypothesis  for  use  in  analyzing  the  interrelations  among 
the  factors  discovered.      The  hypothesis  fornnulated  was  that  there 
are  systematic  differences  in  the  attitudes  of  successful  and 
unsuccessful  businessnnen,    as  well  as  in  the  procedures  which 
they  employ,    and  that  the  degree  of  success  achieved  by  a  small 
enterprise  can  best  be  explained  by  reference  to  both  attitude  and 
practice. 

This  working  framework  permits  a  more  thorough  analysis 
of  success  and  failure  than  is  ordinarily  made  in  studies  of  small 
business.     It  has  been  pointed  out  that  most  such  studies  focus 
upon  business  operating  procedures,    citing  as  reasons  for  failure 
such  factors  in  management  as  "unbalanced  experience,  "  "lack 
of  management  experience,  "  "neglect,"  and  "incompetence.  " 
These  weaknesses  are  said  to  find  concrete  expression  in  inadequate 
records,   faulty  sales  policies,   faulty  purchasing,    ineffective  credit 
policy,    little  or  no  system  of  internal  controls,    and  similar  in- 
adequate operating  practices.      Useful  as  these  studies  are,    they  fail 
to  come  to  grips  with  forces  which  are  closer  to  the  main  spring  of 
managerial  action,   and  which  are  therefore  of  equal  if  not  greater 
importance.     These  forces  consist  of  a  number  of  social  interactional 


variables,    including  the  attitude  of  the  small  businessman  toward 
his  customer  relationships.,    his  flexibility  in  adapting  to  changes  in 
the  nature  and  practice  of  his  type  of  business     his  ability  to 
accommodate  his  operation  to  shifting  market  patterns,    the  strength 
of  his  desire  to  maintain  a  certain  independence  of  action  associated 
with  small  business  ownership     his  perceptions  of  "fair"    and 
"unfair"     competition,    his  own  evaluation  of  those  elements  making 
for  success  or  failure  in  small  business,    and  his  ability  to  respond 
to  setbacks  with  corrective  measures       Certainly  the  position  which 
the  small  businessman  assumes  with  respect  to  these  and  other 
matters  can  be  expected  to  influence  significantly  his  actions  and 
therefore  his  effectiveness. 

Sampling  and  Interviewing  Procedures 
This  study  proceeded  through  the  use  of  depth  interviews 
with  a  limited  number  of  small  businessmen  in  the  state  of  Montana. 
In  selecting  subjects  for  inclusion  in  the  pilot  study  the  following 
judgment  sample  approach  was  employed: 


These  interviews  were  conducted  during  the  spring  and 
summer  of  I960     largely  by  Mr     Benjamin  Wright,    M     A.      The 
authors  wish  to  acknowledge  their  indebtedness  to  Mr.    Wright, 
whose   skill  as  a  field  worker  contributed  much  to  this   report. 
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(1)  It  was  believed  desirable  that  the  sample  be  approximately 
equally  divided  between  businesses  judged  "successful"  and  those 
regarded  as  "unsuccessful"       The  usual  accounting  criteria  were 
employed  as  the  basis  for  this  delineation:     the  "successful"  firms 
were  profitable;  the  "unsuccessful"  were  not.      Limited  funds,    the 
pilot  nature  of  the  project,    and  the  decision  to  use  tape  recorded 
depth  interviews  necessitated  a  sample  of  small  size.      Thirty 
interviews  were  conducted;  there  are  approximately   16.  000  business 
firms  in  the  state, 

(2)  In  choosing  the  sample  a  reasonable  geographic 
distribution  of  subjects  was  sought       The  communities  in  which 
interviews  were  held  and  the  number  of  interviews  in  each 
community  are  listed  in  Table   1       Some  effort  was  made  to 
distribute  subjects  industrially,    though  not  with  any  specific  set 

of  criteria  in  mind.     A  concentration  of  interviews  in  the  trade  and 
service  fields  is  apparent,,    with  the  total  amounting  to   17;     8  of  the 
subjects  were  in  manufacturing,    2  in  construction.     1  in  mining, 
1  in  transportation,    and  1  in  printing  and  publishing. 

(3)  In  selecting  appropriate  subjects  assistance  was 
solicited  and  obtained  from  banks  and  certified  public  accountants 
throughout  the  state       Appendix  A  contains  a  copy  of  the  letter  sent 
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Table    I 


NUMBER  OF  INTERVIEWS  HELD  IN 


MONTANA  COMMUNITIES 


Community 


1 


Number  of  Interviews 


Anaconda 

Billings 

Butte 

Columbus 

Deer  Lodge 

For  tine 

Glendive 

Great  Falls 

Havre 

Kalispell 

Livingston 

Miles   City 

Philipsburg 


3 
3 
5 
2 
2 
1 
2 
4 
2 
1 
2 
2 
1 


Total 


30 


Not  included  in  this  list  are  two  exploratory  interviews 


conducted  in  Missoula. 


out  requesting  assistance  for  these  purposes.     It  may  be  noted  that 
in  choosing  the  sample  some  emphasis  was  placed  upon  selection  of 
subjects  willing  to  cooperate  with  the  interviewer  by  discussing  their 
business  operations  quite  freely  and  frankly. 

(4)     Upon  arrival  in  the  community  the  interviewer  made  a 
foUowup  contact  with  the  banker  or  CPA     who  usually  had  a  list 
of  prospective  subjects  to  discuss  with  him.      The  next  step  was  a 
direct  approach  to  the  enterprises  listed.     At  this  time  the  inter- 
viewer explained  the  general  nature  of  the  project  to  the  potential 
subject,    indicating  the  topics  to  be  covered  and  the  desirability  of 
tape  recording  the  entire  discussion,    and  stressing  the  confidential 
nature  of  the  proceedings.     If  these  arrangements  proved  acceptable, 
an  interview  time  was  then  scheduled.      Most  of  the  interviews  were 
held  away  from  the  businessman's  office  in  order  to  assure  privacy 
and  an  uninterrupted  discussion.      It  is  important  to  note  here  that 
the  interviewer  was  in  a  position  to  exert  firm  control  over  the 
interview  situation. 

(6)     The  interview  proceeded  in  as  informal  a  fashion  as 
possible       The  interviewer  channeled  discussion  with  the  subject 
into  areas  of  interest  as  to  both  attitudes  and  practices  in  accord 
with  the  general  set  of  questions  in  Appendix  B. 
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The  Interview  Guide 

At  this  point  it  is  appropriate  to  indicate  the  rationale  for 
selecting  the  type  of  questions  reproduced  in  Appendix  B.      It  is 
important  to  note  that  the  interview  focussed  on  the  subject's  own 
business.      In  effect  he  was  asked  to  discuss  a  topic  about  which 
he  is  presumed  to  be  expert.      Certain  of  the  questions  cover  details 
of  the  internal  functioning  of  the  small  business;  others  relate  to 
entrepreneurial  attitudes  and  motivations.      Questions  covering 
practices  and  procedures  reflect  in  large  part  factors  which 
studies  of  business  failure  by  Dun  and  Bradstreet  reveal  to  be 
significant.      Poor  records,    faulty  control  systems,    inadequate 
information  on  costs,    ineffective  customer  credit  policy,    poor 
personnel  practices,    insufficient  working  capital,    a  loose  financial 
structure,    and  a  management  overly  concerned  ■with  one  of  the 
functional  areas  (finance,    production,    or  marketing)  have  consistently 
been  among  the  specific  practices  associated  with  business  failure. 
The  especial  desirability  of  including  in  the  guide  questions  bearing 
upon  these  matters  is  therefore  quite  clear,    for  the  present  study 
allows  their  evaluation  in  a  regional  setting. 

The  rennaining  questions  touch  upon  what  nnay  be  termed 
effective  personal  reasons  for  doing  business.      They  are  designed 
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to  probe  behind  the  surface  of  technical  procedures  and  to  bring 
the  actions  of  the  small  businessman  into  sharper  focus.     Attitudes, 
motivations,    and  role  performance,    though  difficult  to  measure, 
may  be  important  factors  in  success  or  failure,    and  examination 
of  them  brings  the  analyst  a  step  closer  to  the  nnainsprings  of 
human  action. 

Attitudes  and  personal  characteristics  can  naturally  be 
expected  to  display  some  variation  among  small  entrepreneurs; 
one  of  the  fundamental    questions  in  this  study  is  whether  there  is 
evidence  of  systematic  differences  in  this  respect  between  the 
successful  and  the  unsuccessful       Nevertheless.,    the  attitudes  of 
the  small  businessman  toward  his  organization,    his  employees, 
his  customers;    his  community     and  his  fellows  in  business  can  be 
expected  to  play  a  prominent  role  in  the  internal  operation  of  an 
enterprise  and  in  the  image  which  it  presents  to  its  environment. 
These  attitudes  may  also  be  very  important  in  explaining  the 
goals  of  a  particular  business  organization,,    and  in  determining 
the  extent  to  which  these  represent  an  acceptable  rapprochement 
between  the  technical   resources  and  skills  of  the  business  and  the 
risks  present  in  the  external  environment. 
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Some  questions  permit  evaluation  of  the  small  business- 
man's notions  of  "fair"    and  "unfair"    competition;  others  are 
aimed  at  classifying  the  extent  to  which  paternalistic  attitudes  are 
present  and  govern  entrepreneurial  behavior.      Further  questions 
relate  to  the  role  of  the  businessman  and  were  included  to  cast 
light  upon  the  relation  between  role  performance  and  business 
success. 

The  External  Environment  in  the  Latter  Half  of  the  Fifties 

For  many  business  enterprises      conditions  in  the  external 
environment  largely  deternnine  the  degree  of  short-term  success 
achieved  and  the  market  potential  that  fosters  an  expanding  level 
of  operations       No  enterprise  is  immune  to  developments  in  the 
economic  setting  within  which  it  operates;  and  for  small  business, 
the  regional  economic  environment  is  of  particular  significance. 
In  the  large  enterprise  serving  a  national  market,    shifts  in  the 
nation's  aggregate  economy  along  with  structural  shifts  and 
alterations      in  the  institutional  frannework  merit  special  attention. 
In  the  small  enterprise  much  more  consideration  must  be  given  to 
regional,    even  local,    developments 

In  Montana  the  second  half  of  the  fifties  was  a  period  of  very 
limited  economic  growth.      Whether  measured  by  aggregate  or  per 
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capita  real  income,    the  increase  was  considerably  below  that  of 
both  the  nation  as  a  whole  and  the  Rocky  Mountain  region       Further, 
even  in  absolute  terms  the  increase  was  nominal.      Total  employ- 
ment on  a  monthly  average  basis  was  approximately  the  same  in 
I960  as  in  1956  while  unemployment  rose  sharply.      Within  these 
aggregative  figures  notable  changes  have  taken  place  in  the  structure 
of  the  state's  economy.      Most  notable  was  the  decline  in  job 
opportunities  available  in  the  mining  and  primary  metals  industry. 
At  the  same  time,    there  was  a  trend  toward  diversification  and 
larger  operating  units  in  the  forest  products  industry.      This 
diversification,    while  resulting  in  increased  processing,    was 
accompanied  by  the  substitution  of  capital  for  labor       It  thus  added 
to  the   stability  of  the  industry  but  diminished  job  opportunities. 
The  agricultural  industry  in  the  state  continued  to  reflect  the  long- 
term  exodus  from  farming  with  its  attendant  effects  upon  economically 
dependent  communities 

The  effects  of  the  shifting  economic  base  and  the  very  slow 
growth  in  the  state's  aggregate  economy  were  diffused  geographically 
with  some  unevenness       Certain  areas  were  naturally  more  strongly 
influenced  than  others.     Similarly  not  all  enterprises  were  equally 
sensitive.      Some  firms,    because  of  the  products  or  services  they 
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offered,    were  evidently  sharply  affected  by  these  longer -run, 
structural  influences.      Despite  a  variation  in  area  and  industry 
sensitivity  to  both  the  aggregate  economic  environment  and  its 
changing  composition,    there  can  be  no  doubt  that  the  effects  of 
these  conditions  were  readily  apparent  in  the  modes  of  behavior 
reported  by  many  interview  subjects. 
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II.     ANALYSIS  OF  INTERVIEW  RESULTS 

Let  us  now  turn  to  analysis  of  the  interviews.      The  data 
will  be  presented  and  discussed  under  five  broad  headings:     (1) 
business  operations;     (2)     employee   relationships;     (3)     customer 
relationships;     (4)     entrepreneurial  attitudes     toward  the  business; 
and    (5)     entrepreneurial  attitudes  toward  the  business  environment. 

Business  Operations 

Under  this  heading  will  be  considered  records  and  accounting 
procedures,    advertising,    insurance,    credit  extension,    availability 
of  credit  and  capital,    the  setting  of  margins,    changes  in  the  nature 
and  practice  of  the  business,   plans  for  expansion,    and  general 
management  performance. 
Records  and  Accounting  Procedures 

Studies  of  business  failure  have  indicated  the  great  importance 
of  keeping  records  that  both  adequately  reveal  the  areas  of  strength 
and  weaknesses  in  the  enterprise  and  provide  a  system  of  controls 
that  permit  management  to  institute  necessary  adjustments.      Certain 
external  pressures  have  made  it  necessary  for  the  small  business 
to  keep  accounting  records,    but  their  mere  existence  is  not  in 
itself  sufficient  to  bring  about  their  effective  use.      Management  must 
be  willing  to  employ  these  records  as  a  means  of  controlling  business 
operations. 
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Among  the  small  businesses  interviewed  in  this  study  all 
but  one  employ  an  accountant,    usually  a  C.  P.  A.  ,    to  examine  the 
books  and  prepare  a  statement  once  or  more  each  year.      A  large 
proportion  prepare  a  monthly  statement  for  themselves  based 
upon  procedures  suggested  by  their  accountant         Sonne  kind  of 
monthly  statement,    in  fact,    appears  to  be  the  general  rule. 
Nearly  all  informants  also  reported  that  they  use  accounting 
systems  recommended  by  their  accountants,    and  many  also  use 
some  type  of  cost  accounting  technique.      The  replies  suggest, 
however,    that  the  effective  use  of  accounting  records  in  the 
day-to-day  decision-making  process  varies  considerably.      Some 
informants  appear  skilled  in  the  application  of  records  to  the 
evaluation  of  operations;  others  appear    unaware  of  their  use- 
fulness in  this  respect. 

Another  aspect  of  the  record -keeping  problem  is  the 
question  of  uniformity  in  standards  of  performance  among  those 
providing  accounting  service  for  small  business.      There  is  the 
possibility  that  systems  suggested  for  a  small  business,    while 


Only  one  informant,    an  unsuccessful  merchant,    reported 
that  he  kept  his  own  records.      He  pointed  out  that  his  banker 
examined  his  records  once  a  year. 
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meeting  the   requirements  of  the  Internal  Revenue  Service,    may  not  be 
especially  effective  in  signalling  the  need  for  corrective  action  by 
management,       especially  in  some  areas  of  Montana,  where    the 
availability  of  skilled  personnel  to  provide  accounting  services  as 
an  instrument  of  management  control  is  in  all  probability  quite 
limited.      While  our  data  on  managerial  use  of  accounting  systems 
in  small  business  are  inconclusive,    they  strongly  indicate  that  this 
matter  merits  intensive  investigation  in  its  own  right. 

Both  successful  and  unsuccessful  businessmen  agree  that 
keeping  accurate  records  is  an  essential  part  of  running  an  enter- 
prise.    Few  knew  much  about  accounting  before  entering  business 
and  most  indicate  that  they  have  learned  the  value  of  an  accounting 
system  the  hard  way.      It  must  be  recognized  that  this   study  did  not 
involve  a  detailed  analysis  of  the  accounting  records  of  the  enter- 
prises interviewed,    or  of  the  application  of  accounting  reports  to 
business  decisions.      The  interviews  reveal  little  significant 
difference  between  the  successful  and  the  unsuccessful  in  the  attitude 
toward,    or  use  of,    accounting  records.      This  study  does  not  yield 


It  is  interesting  to  note  that  one   respondent  ennployed  the 
record-keeping  systems  advocated  by  the  industry  trade  association 
to  which  he  belonged;  auto  dealers  interviewed  employed  systems 
instituted  by  the  company  for  which  they  held  distributorships. 
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sufficient  evidence  to  pernnit  any  generalization  concerning  the 
relationship  of  records  to  successful  or  unsuccessful  operation; 
however,    the  data  do  suggest  the  need  for  a  more  thorough 
examination  of  both  the  accounting  systems  employed  and  the 
accounting  services  available  to  small  enterprises  in  the  Northern 
Rocky  Mountain  region. 
Advertising 

Most  informants  are  enthusiastic  about  advertising  in 
attitude,    if  not  in  fact.     It  should  be  recognized  at  the  outset  that 
the  importance  of  placing  and  keeping  the  name  of  the  firm  before 
the  public  varies  according  to  the  nature  of  the  product  or  service 
offered  and  the  type  of  customer  concerned.      However,    in  certain 
instances  alternative  means  of  connmunication  with  customers  take 
the  place  of  advertising  in  its  usually  recognized  form.     A  nnining 
company,    for  example,   while  it  does  no  public  advertising,    uses 
a  sales  engineering  approach  through  personal  contacts  with 
government  officials  and  prospective  private  purchasers.      Each 
procedure  employed  no  doubt  has  its  own  logic  in  terms  of  what  the 
particular  form  of  advertising  can  do  for  the  given  business. 


One  successful  automobile  dealer  felt  that  formal  advertising 
in  a  small  town  was  senseless  since  reputation  is  established  through 
word  of  mouth  rather  than  by  mass  media,    as  in  the  larger  cities. 
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Among  the  informants  newspapers  appear  to  be  the  favorite 
advertising  medium.      Radio,    circulars,    television,    door-to-door 
canvassing,    and  billboards  are  also  employed.      Little  pattern  appears 
in  the  preferences  of  the  successful  and  unsuccessful.      Informants 
have  subjected  their  media  preferences  to  little  or  no  systematic 
analysis;  to  the  extent  that  a  generalization  can  be  made,    habit  rather 
than  analysis  determines  media  choice.      A  few  of  the  businessmen 
interviewed  who  retail  to  large  numbers  of  customers  in  such 
enterprises  as  a  bakery,    a  department  store,    and  a  dairy  employ 
an  advertising  agency  to  lay  out  a  program  for  them.      This  practice 
is,    however,    the  exception  rather  than  the  rule. 

Two  of  the  more  interesting  findings  concerning  those  using 
regular  advertising  media  are  (a)     that  successful  more  than  un- 
successful businessmen  advertise  regularly  and  allocate  a  percentage 
of  actual  or  anticipated  gross  annual  income  for  advertising,    and 
(b)    that  the  successful  seem  to  increase  advertising  expenditures 
when  operations  are  sluggish,    while  unsuccessful  enterprises 
actually  decrease  such  expenditures  at  these  times.      The  latter 
appear  to  regard  such  outlays  as  an  expendable  operating  cost. 
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Insurance 

All  informants  are  adequately    insured  against  the  hazards 
of  doing  business.      Where  insurance  rates  are  not  extraordinarily 
high,    nnerchants,    processors,    and  nnanufacturers  tend  to  insure  up 
to  90  percent  of  replacement  cost.      Those  working  with  wood  or 
wood  products  and  slaughter  houses  have  less  coverage,    since 
rates  are  so  much  higher  than  for  other  industries.     A  definite 
trend  among  the  small  businessmen  toward  "key  man"  and  "business 
interruption"  insurance  in  addition  to  conventional  coverage  is 
discernible.      Moreover,    a  number  carry  hospitalization  plans 
for  employees,    frequently,    though  not  always,    in  partial  fulfill- 
ment of  a  contractual  obligation  with  the  union. 

Informants  generally  appear  keenly  aware  of  the  importance 
of  minimizing  risk  through  insurance. 
Extension  of  Credit 

Among  the  types  of  business  where  sales  on  credit  are  of 
measurable  importance,    most  operators  report  that  approximately 
one-half  are  creditor  charge.    In  the  larger  centers,  new  customers 
are  usually  checked  with  the  local  credit  bureau.     In  smaller  towns 
merchants  use  personal  knowledge  of  customers  as  a  basis  for 
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deciding  whether  to  extend  credit.      When  credit  is  granted  on 
contract,    adequate  financing  facilities  are  available  through 
banks  or  finance  companies.      These  contracts  typically  are  sold 
by  the  merchant  to  the  lending  agency  with  recourse. 

Most  informants   report  bad  debt  losses  to  be  under   1 
percent  of  credit  sales.      A  few  claim  they  are  less  than  2 
percent,    and  two  subjects  exceed  this  figure.      In  general  both 
successful  and  unsuccessful  subjects  display  considerable 
a'wareness  of  the  fact  that  laxity  in  extending  credit  can  be 
detrimental  to  the  well-being  of  the  enterprise.     Some  business- 
men point  out  that  they  have  "eliminated"  customers  who  are 
slow  payers.       Some  indicate  proudly  that  they  immediately 
turn  over  to  collection     agencies  all  late  paying  accounts.      One 
successful  owner  has  discontinued  all  credit  business  after 
selling  a  large  proportion  of  merchandise  on  account  for  many 
years.     He  claims  he  has  kept  nearly  all  customers  who  formerly 
had  charge  accounts.      Naturally  finding  himself  in  a  much  better 
cash  position  than  formerly,    he  is  now  able  to  take  advantage  of 
discount  terms  offered  by  his   suppliers. 

Significantly  only  one  respondent,  an  unsuccessful  retailer, 
has  expanded  his  credit  business  as  a  means  of  inducing  increased 
volume. 
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Availability  of  Credit  and  Capital 

The  question  about  the  availability  of  operating  funds  and 
longer  term  credit  and  capital  elicited  a  great  deal  of  discussion. 
Approximately  60  percent  of  the  small  businessmen,    of  whom 
two-thirds  are  successful  and  one-third  unsuccessful,    believe 
that  a  volume  of  financing  sufficient  to  meet  their  requirements 
has  been  available.      One-half  of  this  total  group,    however,    are 
interested  only  in  short-term  credit  and  have  not  had  any  recent 
contact  in  the  long-term  market.     Short-term  funds  are  available 
on  a  secured  or  unsecured  basis  at  interest  rates  ranging  from 
7  to  8  percent.      The  remaining  two -fifths  of  the  informants,    in 
which  the  ratio    of  unsuccessful  to  successful  is  two  to  one,    hold 
that  neither  sufficient  short-term  nor  long-term  funds  are 
available  locally  to  meet  their  needs.      One  of  the  informants 
has  no  picture  of  the  local  nmoney  and  capital  market  since  his 
financial  needs  are  met  through  a  private  arrangement  with  a 
supplier. 

There  appear  to  be  certain  paradoxes  which  may    reflect 
conditions  peculiar  to  given  localities.      For  example,    a  successful 
hardware  dealer  who  is  also  a  connmercial  bank  director  states 
bluntly  that  an  adequate  supply  of  long-term  credit  and  capital  is 
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not  available  under  present  institutional  arrangements.      In  contrast 
another  successful  hardware  dealer,    also  a  bank  director,    but 
located  in  another  part  of  the  state,    is  just  as  positive  that  adequate 
financing  is  available  to  worthy  borrowers. 

Two  respondents  mention  national  sources  of  short-term 
financing  (a  supplier's  financing  subsidiary)  that  have  been  or  could 
be  used.      A  number  of  firms  make  use  of  trade  credit  by  delaying 
the  maximum  time    to  make  payment  and  so  foregoing  the  allowable 
2  percent  discount.      There  is  no  need  to  emphasize  that  this  is  a 
very  expensive  means  of  obtaining  working  capital. 

The  general  picture  that  one  gets  from  the  informants  is 
that  some  gap  nnay  exist  in  the  availability  of  short-term  funds,    and 
that  there  is  a  more  apparent  shortage  in  the  supply  of  longer-term 
credit  and  capital.     Successful  as  well  as  unsuccessful  enterprises 
have  experienced  these  supply  difficulties       While  this  conclusion 
is  based  upon  interviews  with  a  small  sample  that  may  not  represent 
a  typical  cross -section  and  therefore  should  be  regarded  as  tenta- 
tive,   it  nevertheless  suggests  that  further  research  is  needed  in 
this  significant  problem  area  of  small  business  operation  in  Montana. 

It  is  pertinent  to  the  present  study  to  mention  that  of  all 
respondents  only  two  have  accurate  knowledge  of  the  operations  of 
the  Small  Business  Administration  in  Montana.      One  of  these  enter- 
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prises  is  operating  under,    and  the  other  applying  for,    an  SBA 
loan.      The  balance  of  the  study  group  have  variously  never  heard 
of  it.    distrusted  it,    been  advised  against  it.    or  believed  there  is 
too  much  red  tape  in  doing  business  with  the  SBA.     Again,    while 
our  informants  may  not  be  a  representative  sample,    their 
comments  indicate  that  there  is  still  much  to  be  done  in  explaining 
the  program.     In  this  area  such  lack  of  knowledge  is  particularly 
serious,    given  the  limited  nature  of  its  financing  institutions  and 
its   rennoteness  from  western  and  mid-western  financial  centers. 
Setting  Profit  Margins 

The  great  majority  of  both  the  successful  and  unsuccessful 
businessmen  cannot  anticipate  setting  a  definite  profit  margin  on 
their  product  or  service,    either  for  aggregate  or  individual  sales. 
The  following  is  a  typical  answer  from  a  successful  merchant; 
"Well,    on  our  overall  profit  on  the  operation,    we  think  that  if  it 
would  drop  below  a  certain  figure  that  we  would  probably  dispose 
of  the  business.      We  have  this  nnoney  invested  and  if  you  don't  get 
a  proper  return  on  it,    or  as  much  as  you  could  by  selling  out  and 
investing  in  stable  stocks  and  bonds,    you  are  foolish  to  stay  in 
business,  " 
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A  small  group  including  two  unsuccessful  and  four  success- 
ful businesses  attempt  to  operate  on  a    definite  unit  profit  margin. 
The  dominant  feeling,    however,    is  that  profit  is  largely  a  function 
of  the  need  to  meet  competition,    and  this  need  can  be  met  most 
effectively  through  keeping  maximum  flexibility  in  pricing  policies. 
Expanding  the  Volume  of  Business 

The  majority  of  businessmen  interviewed  express  a  simple 
desire  to  expand  in  terms  of  their  present  product  or  service. 
They  appear  satisfied  with  the  lines  and  services  presently  handled 
and  look  for  expansion  only  in  a  greater  volume  of  these.     No 
significant  difference  appears  in  the  answers  of  the  successful 
and  unsuccessful.     One  interesting  facet  of  the  answers  given  is 
that  only  one  respondent  has  seriously  considered  diversification 
as  a  means  of  expansion. 

Many  informants  stress  the  importance  of  following  the 
example  set  by  their  larger  competitors  and  building  up  a  high 
volume-low  margin  operation.      Even  among  those  enterprises 
where  expansion  appears  to  be  feasible  through  the  offering  of 
a  higher  quality  product  or  service  and  greater  personal  attention 
to  customer  needs,    little  interest  is  expressed  in  this  avenue  of 
approach. 
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About  one-quarter  of  the  informants,    of  whom  half  are 
successful,    express  no  interest  in  expansion.      Basically  they  are 
either  quite  satisfied  with  their  present  level  of  operations,    or 
feel  that  expansion  would  necessitate  added  capitalization  and 
capital  outlays  which  they  are  unwilling  to  contemplate. 
Changes  in  the  Nature  and  Practice  of  the  Business 

All  informants  other  than  merchants  and  distributors 
emphasize  the  impact  of  technological  change  upon  the  small 
businessman.      More  automated  and  costly  equipment  appears 
constantly  on  the  market,    and  operators  must  plow  back  profits 
into  fixed  capital  in  order  to  maintain  a  good  competitive  position. 
Retail  merchants  note  especially  the  intensification  of  competition 
in  the  latter  half  of  the  fifties,   which  has  forced  them  to  accept 
a  lower  average  level  of  markup.      While  many  businesses  find 
that  their  sales  volume  has  increased  with  lower  mark-ups, 
they  also  find  that  taxes  and  other  items  of  overhead  have  risen 
sharply,    offsetting  any  gains  from  increased  volume. 

In  discussing  this  question  a  number  of  informants 
indicate  that  a  combination  of  tight  money  and  the  corporate 
income  tax  poses  a  barrier  to  accumulation  and  reinvestment  of 
profits  which  would  seriously  handicap  them  should  they  wish 
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to  expand,    or  find  it  necessary  to  upgrade  facilities,    to  maintain 

a  competitive  position. 

General  Management  Perfornnance 

The  authors  of  this  report  have  drawn  from  informants 
certain  impressions  concerning  their  business  operations  that 
permit  meaningful  contrasts  between  the  successful  and  the 
unsuccessful.     In  general,    successful  businessmen  tend  to  be 
more  systematic  in  their  approach  to  the  conduct  of  business. 
They  appear  more  conscious  of  (or  at  least  more  articulate 
about)  such  matters  as  the  need  to  control  inventories,    the  cost 
advantages  of  taking  allowable  discounts,    the  importance  of 
appraising  the  market  situation  in  their  trading  area,    and  the 
circumstances  under  which  expansion  would  be  feasible.      The 
successful  also  display  greater  mastery  of  the  technical  skills 
of  buying,    selling,    organizing  work  effort,    etc.  ,    than  the  un- 
successful.     The  successful  tend  to  be  doers,    always  seeking  an 
alternative  avenue  of  approach  to  their  particular  problem  if 
the  path  initially  chosen  proves  unsatisfactory.     In  a  real  sense 
they  bounce  back  after  business  set-backs,    trying  new  procedures, 
alternative  marketing  methods,    and    other  means.      The  unsuccessful 
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show  less  resilience;  they  become  demoralized  more  readily 
than  successful  colleagues;  they  complain  rather  than  act. 

There  are  other  contrasts  in  the  approach  of  the  two 
groups  to  business  operations.      For  instance,    successful 
businessmen  give  evidence  of  being  able  to  find  additional 
capital  outside  of  regular  market  channels  if  this  becomes 
necessary.      Further,    they  fully  understand  the  restraint 
that  they  may  have  to  impose  on  their  own  living  standards  in 
order  to  plow  back  a  substantial  share  of  profits  into  the 
business.      Some  of  the  unsuccessful,    on  the  other  hand,    cannot 
strike  an  acceptable  balance  between  their  personal  living 
standards  and  the  need  to  reinvest  their  earnings.      Many  small 
businessnnen  cannot  reconcile,    especially  during  the  formative 
years  of  an  enterprise,    their  standard  of  living  with  the  need 
for  added  equity  capital  if  growth  and  a  satisfactory  competitive 
status  are  to  be  achieved. 

A  further  observation  may  be  made  concerning  those 
enterprises,    such  as  merchandising,    where  the  customer 
relationship  is  a  vitally  important  aspect  of  the  business.     Here 
successful  informants  are  likely  to  be  those  who  have  learned 
to  understand  and  fulfill  the  expectations  of  their  customers. 
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One  drive-in  restaurant  owner  has  observed  that  Montana 
people  are  not  always  sure  that  the  biggest  place  is  the  best 
place  in  which  to  do  their  trading;  they  want  good  service  at 
a  fair  price  in  a  well-run  establishment  that  is  friendly  to  the 
point  of  being  folksy.     He  tries  to  operate  such  a  business  and 
apparently  is  highly  successful  in  doing  so.     He  regards  cus- 
tomers as  friends  and  allies.      His  approach  may  be  contrasted 
with  that  of  an  unsuccessful  informant,    also  a  merchandiser, 
who  tends  to  regard  customers  as  enemies  against  whom  he 
must  constantly  be  on  the  alert  to  thwart  their  taking  advantage 
of  him.      Other  unsuccessful  informants  whose  businesses 
require  much  interaction  and  relationship -development  with 
customers  seem  overconcerned  with  technical  skills  and  in- 
sufficiently aware  of  the  social  skills  necessary  to  successful 
operation.      We  shall  return  to  this  matter  in  the  discussion  of 
customer  relations  below. 

Employee  Relationships 
This  section  considers  how  the  businessman  regards, 
recruits,    and  trains  employees,    the  problem  of  seasonality, 
and  relations  with  unions. 
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Attitudes  Toward  Employees,    Their  Recruitment,    and  Training 

Most  informants  have  at  least  3  employees,    nnany  have 
more  than  12,    and  during  seasonal  peaks  some  have  upwards  of 
80.      Firms  with  a  larger  number  of  employees  are  likely  to  be 
"successful;"  most  are  unionized  and  have  two  or  more  levels 
of  supervision. 

In  recruiting  employees,    businessmen  understandably 
seek  a  wide  variety  of  skills,    training,    and  personal  characteristics. 
Naturally,    given  kinds  of  business  have  distinctive  needs.     In  some, 
such  as  mining,    lumbering,    and  road  construction,    personal 
stability  is  the  major  criterion  in  recruitment.      The  local  family 
man  who  is  likely  to  be  a  steady  worker  of  good  character  is 
favored.      Formal  educational  requirements  and  other  personal 
characteristics  are  relatively  unimportant.      For  enterprises 
dealing  directly  with  household  units,    loyal,    pleasant,    and  honest 
employees  are  much  desired.     Hardware  dealers  are  most 
interested  in  men  who  want  permanent  jobs,    for  years  of  training 
are  required  to  produce  a  competent  hardware  clerk.     Similarly, 
a  fabrics  merchant  is  anxious  to  obtain  workers  willing  to  make 
a  long-term  career  commitment. 

Needless  to  say,    it  is  not  always  easy  for  an  enterprise  to 
find  the  kind  of  employee  best  suited  to  its  needs.      Many  small 
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businessmen  find  some  form  of  paternalism  a  congenial  way  to 
forestall  recruitment  problems.      Some  hold  on  to  key  employees 
by  inducing  them  to  buy  into  the  business.      Personalized  employer- 
employee  relationships  seem  to  be  so  generic  to  small  business 
that  bureaucratization  of  recruitment  seems  unlikely. 

Employees  are  recruited  in  a  variety  of  ways.     In  highly 
unionized  industries.,    e.    g.  ,    construction,    reliance  is  placed  upon 
the  union.      Other  businesses  rely  heavily  on  the  state  employment 
service,    and  still  others  on  referrals  and  unsolicited  applications. 
Very  few  of  the  firms  interviewed  had  anything  resembling  a  formal 
training  program.      Most  simply  place  the  new  employee  with  an 
experienced  one  and  hope  that  the  desired  transfer  of  learning  will 
occur,      In  general;    no  significant  differences  are  evident  between 
successful  and  unsuccessful  businessmen  in  their  methods  of  re- 
cruiting and  training  employees. 

Two  general  observations  may  be  made  on  small  business 
personnel.      One  is  the  fact  that  schools  train  very  few  people  for 
small  business.      Nearly  all  informants  provide  on-the-job  training 
for  employees  in  a  less  than  formalized  fashion.      In  effect,    they 
impart  to  employees  what  they  themselves  have  learned  on  the 
job.      It  is  likely  that  this  procedure  is  followed  at  considerable 
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cost  to  effective  management.      A  second  observation  is  that 
turnover  rates  among  the  several  small  businesses  included 
in  the  study  are  low.      Even  highly  seasonal  operations,    such  as 
lumber  and  road  construction,    appear  to  get  most  of  their  employees 
to  return  year  after  year.      One  may  ponder  why  turnover  rates 
appear  so  low.     It  is  possible,    for  example,    that  screening  of 
job  applicants  is  more  effective  than  elsewhere  in  the  relatively 
small  communities  that  characterize  Montana.      Evaluation  of  a 
given  applicant's  ability  may  be  less  complicated  than  in  urban 
areas.      The  greater  social  and  occupational  stability  found  in 
smaller  towns  may  be  another  reason.      Undoubtedly  if  the  employee 
wishes  to  stay  in  a  small  community,    he  has  relatively  fewer  job 
alternatives  than  in  a  city.      This  factor  in  itself  could  be  expected 
to  reduce  turnover.      The  tendency  to  identify  directly  his  particular 
welfare  with  the  interests  of  the  firm,    and  so  increase  his  sense 
of  belonging  to  "the  business  family,  "  may  also  be  greater  for 
the  employee  of  small  enterprise. 

It  is  only  fair  to  point  out,    however,    that  low  turnover,    in 
itself,    does  not  necessarily  mean  that  the  rate  achieved  is  an  opti- 
mum one  for  the  firm.      For  example,    a  low  rate  might  reflect  the 
fact  that  small  business  management  is  closer  personally  to  its 
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employees  and,   knowing  their  individual  circumstances,    more 
reluctant  to  dismiss  them  when  their  work  performance  falls 
below  expected  levels.      The  significance  of  this  low  rate  of  turn- 
over and  the  question  as  to  whether  it  is  generally  typical  of 
small  business  merit  further  investigation. 

Seasonal  Employment  Factors 

The  presence  of  a  strong  seasonal  pattern  in  the  Montana 
labor  market  is  well  understood.      Nearly  every  business  inter- 
viewed was  affected  in  greater  or  lesser  degree  by  seasonal 
influences,    though  some  informants  claim  that  they  are  trying 
to  operate  less  seasonally  than  before.      The  larger  firms  among 
the  informants  routinely  hire  many  additional  employees  during 
the  busy  season,    and  lay  them  off  when  it  ends.     Smaller  ones, 
typically  merchants,    try  to  keep  their  employees  throughout  the 
slack  periods,    even  if  at  such  times  they  operate  at  a  loss.      They 
believe  it  in  their  interest  to  retain  through  slack  periods  those 
whom  they  have  spent  much  time  and  money  training  and  now  regard 
as  members  of  their  business  family.      This  is  a  form  of  paternalism 
which  in  the  case  of  at  least  one  informant  had  been  carried  to  the 
extreme  of  jeopardizing  the  business.      To  the  extent  that  the  practice 
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of  maintaining  employees  during  seasonal  low  periods  is  common, 
small  business  bears  the  economic  cost  of  seasonality  shifted  by 
other  firms  to  the  state. 
Attitudes  Toward  and  Relations  With  the  Union 

Montana  ranks  as  one  of  the  states  with  a  relatively  high 
proportion  of  the  labor  force  in  unions.      The  cities  of  Butte,    Great 
Falls,    and  Anaconda  are  heavily  unionized.     Given  the  high  pro- 
portion of  total  interviews  in  these  three  cities  (see  Table  I),    there 
is  an  understandable  bias  in  our  sample  of  small  businessmen. 
More  than  one -half  of  them  have  unionized  employees. 

In  general  it  may  be  said  that  neither  the  presence  nor  the 
absence  of  a  union  is  particularly  associated  with  successful  or 
unsuccessful  operations.      Beyond  this,    however,    a  number  of  aspects 
of  small  business  relations  with  and  attitudes  toward  unions  deserve 
comment.      Among  unionized  firms  there  appears  to  be  a  good  deal 
of  give  and  take  except  at  contract  time,    when  the  tugging  and 
hauling  typical  of  collective  bargaining  procedures  occur.      Objections 
to  unions  sometimes  concern  "unreasonably  high"  wage  levels  which 
according  to  several  enterprises  place  them  at  a  competitive 
disadvantage  in  particular  markets  relative  to  nonunionized  enter- 
prises located  in  other  areas.      Other  respondents  criticize  the 


-32- 


union  contract  because  of  inherent  restrictions  placed  upon 
individual  rewards  to  meritorious  employees.     Generally, 
though  by  no  means  unanimously,    unionized  informants  raise 
no  complaints  of  interference  by  organized  labor  in  employee 
recruitment  and  dismissal.      Two  firms  find  union  leadership 
to  be  "overbearing"  and  "unreasonable.  "      However,    in  contrast, 
one  employer  feels  that  the  existence  of  a  strong  union  which 
thoroughly  backs  up  the  contract    practically  eliminates  problems 
in  labor-management  relations. 

The  attitude  of  unionized  firms  is  that  the  union  is 
a  fact  of  doing  business  and  must  be  accepted  as  such.     Some 
are  happier  in  this  acceptance  than  others.     Among  nonunionized 
firms  a  variety  of  attitudes  is  apparent.     Some  say  in  effect: 
"We  have  no  union;  therefore,    we  have  no  labor  problems.  " 
Some  are  simply  not  in  unionized  towns.      They  either  feel 
neutral  about  the  possible  unionization  of  their  employees,    or 
they  feel  their  employees  would  have  no  reason  to  join  a  union 
because  they  are  first-rate  people  who  are  paid  more  than  they 
would  get  on  a  union  scale.      This  latter  group  stresses  that  employees 
should  be  paid  according  to  individual  worth  (however  measurable) 
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and  that  they  have  superior  workers  in  their  employ  who  would  not 
benefit  from  this  recognition  under  standardized  union  wage  scales. 
The  paternalistic  pride  in  a  family  of  employees  is  quite  evident. 
This  position  must  also  be  reconciled  with  the  criticism  of  unionized 
employers  that  wage  demands  are  unreasonably  high. 

Customer  Relationships 

The  section  considers  attitudes  of  the  small  businessman 
toward  his  customers  and  his  conceptions  of  "good"  and  "bad" 
customers. 
Is  the   Customer  Always  Right? 

Answers  to  this  question  reveal  that  the  majority  of 
businessmen  believe  the  customer  to  be  right  all  or  most  of 
the  time,    and  that  they  are  willing  to  try  to  avoid  giving  offense 
even  where  the  customer  is  wrong.      In  this  regard,   we  find  no 
significant  difference  between  successful  and  unsuccessful 
businessmen. 

Seven  respondents  (four  successful,    three  unsuccessful) 
unqualifiedly  support  the  adage,    "The  customer  is  always  right.  " 
The  largest  group  of  informants,    including  three  in  unsuccessful 
businesses,    hold  that  the  customer  is  right  from  95  to  98  percent 
of  the  time.     Each  of  the  respondents  in  this  group  feels  that  it  is 
sometimes  necessary  to  point  out  to  the  customer  that  he  is  in 
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error,    but  all  would  extend  themselves  as  far  as  possible.      Two 
respondents  would,    however,    just  as  soon  lose  the  customer  as 
try  to  accommodate  him. 

Two  other  respondents  (one  successful  and  one  unsuccessful) 
refuse  to  accept  the  adage  at  all.      One  other  informant,   who  operates 
a  lumber  company,    has  a  channel  set  up  within  the  industry  for  the 
settlement  of  any  disputes  between  the  mill  and  the  wholesaler. 

Conceptions  of  "Good"  and  "Bad"  Customers 

A  number  of  generalizations  may  be  made  concerning  our 
informants'   conceptions  of  customers.      Those  in  businesses  where 
the  product     price,    and  other  significant  aspects  of  the  transaction 
are  standardized,    and  where  the  businessman  is  clearly  the  "expert,  " 
are  likely  to  define  "good"  customers  simply  as  those  who  pay  their 
bills  promptly       "Bad"  customers  for  businessmen  in  this  situation 
tend  to  be  customers  who  behave  as  if  the  standardized  transaction 
were  routinely  complicated  by  higgling.      Where  the  business  trans- 
action is,    in  fact,    complicated  routinely  by  such  matters  as  higgling 
concerning  trade-ins,    the  return  or  exchange  of  merchandise,    or 
the  necessity  of  regulating  the  social  behavior  of  custonners,    then 
customers  are  thought  to  be  "good"  only  if  they  pay  promptly  and 
adhere  to  the  rules  governing  the  particular  complications  in  the 


-35- 


transaction       "Bad"  customers  in  these  situations  are  those  who 
act  as  if  there  were  no  such  routine  complications  in  the  business 
transaction  (e   g.      they  insist  on  set  prices  when  higgling  is  norma- 
tive)      There  appears  to  be  no  categoric  distinction  between  suc- 
cessful and  unsuccessful  businessmen  in  regard  to  these  matters. 

Perhaps  one  important  distinction  between  successful  and 
unsuccessful  businessmen  is  the  greater  ability  of  the  former  to 
project  themselves  in  the  role  of  "expert"  in  their  customer  dealings, 
even  in  transactions  in  which  price  and  product  are  standardized. 
For  example      such  businessmen  may  paternalistically  dissuade 
customers  from  buying  something  which  they  cannot  really  afford; 
or  they  may  claim  to  have  gotten  rid  of  all  difficult-to-please  or 
slanderous  or  "chiseling"  customers       Unsuccessful  businessmen, 
in  contrast     complain  about  these  customer  types,    saying  in  effect 
they  would  like  to  get  rid  of  them     but  cannot  yet  afford  to. 

Both  successful  and  unsuccessful  businessmen  agree  that 
their  v/orst  customers  tend  to  be  friends  and  neighbors.      They  are 
slowest  to  pay  and  first  to  complain  about  quality     and  often  expect 
special  concessions  in  price  or  service.      Relatively  impersonal 
customer  relationships  seem  to  work  best  for  the  small  business- 
man. 
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Attitudes     Toward  the  Business 

This  section  includes  the  following  topics:     the  businessman's 
attitude  toward  "professionals"  in  business;  his  attitude  toward  his 
son's  entering  his  business,  his  attitude  toward  working  for  a  large 
corporation;  and  his  notions  of  the  factors  making  for  success  and 
failure  in  small  business. 
Defining  Professionals  in  Business 

Related  to  the  matter  of  customer  status  is  a  question  in  the 
interview  guide  concerning  ways  of  distinguishing  professionals 
versus  non-professionals  in  a  particular  business       Businessmen 
almost  unanimously  define  "professional"  in  terms  of  a  single 
criterion;  namely     success  or  failure  in  business       Some  informants 
mentioned  learning  experience,    work  preparation,    and  administra- 
tive abilities  as  additional  factors  distinguishing  the  professional 
from  the  non -professional.      These  comments  are  interesting  in  the 
light  of  recent  discussions  of  the  practice  of  business  as  a  profession, 
where  the  existence  of  a  systematic  body  of  knowledge  with  sub- 
stantial intellectual  content  and  the  development  of  personal  skill 

in  its  application  to  specific  cases  is  emphasized  as  a  condition  of 

1 
professionalization  in  business 


Cf    Robert  Aaron  Gordon  and  James  Edwin  Howell     Higher 
Education  for  Business  (New  York      Columbia  University  Press,     1959) 

pp    .    71-73 
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Attitudes  Toward  Son  Taking  Over  the  Business 

The  majority  of  informants,    both  successful  and  unsuccess- 
ful,   would  advise  a  son  to  choose  his  own  career;  at  the  same  time, 
they  would  encourage  him  to  do  something  other  than  what  they  are 
doing.      Many  feel  their  sons  would  be  well  advised  to  seek  an 
occupation  more  secure  than  their  own,    and  some  unsuccessful 
respondents  would  advise  children  to  find  a  town  that  seem  to  have 
more  future  than  that  in  which  their  business  is  located.     A 
minority,    all  successful,    would  urge  a  son  to  take  over  their 
business.      They  are  inclined  to  suggest  that  after  completing 
college  it  would  be  desirable  for  the  son  to  work  for  someone 
else  to  gain  experience  and  a  fresh  point  of  view  which  he 
could  bring  to  the  business. 

Both  groups  stress  the  importance  of  a  college  education 
as  preparation  for  a  business  career.      However,    the  businessmen 
have  differing  views  on  curriculum.      Some  emphasize  training  in 
business  administration,    but  others  maintain  that  a  liberal  arts 
program  would  be  more  beneficial,    since  small  business  operation 
is  learned  mostly  through  on-the-job  experience. 
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Attitudes  Toward  Working  for  a  Large  Corporation 

Answers  to  this  question  divide  informants  into  four 

categories:     (a)  the  unsuccessful  businessmen  who  would  welcome 

being  on  the  payroll  of  a  big  business;     (b)  the  unsuccessful  who 

found  the  idea  of  being  someone  else's  employee  distasteful; 

(c)  the  successful  who  find  a  big  business  attractive;  (d)  the 

successful  who  place  high  value  on  their  independence  as  small 

businessmen. 

The  unsuccessful  are  divided  about  equally  between 

(a)  and  (b)  on  this  question.     Among  successful  businessmen  the 

great  majority  prefer  to  work  for  themselves,    while  a  small 

number  would  be  receptive  to  offers  from  large  enterprise. 

The  largest  single  group  is  (d);  the  comments  from  those  in  it 

reflect  appreciation  of  the  degree  of  independence  which  the  small 

businessman  possesses.     Some  typical  replies  are: 

"No,    absolutely  not.      I've  seen  too  many  men  who  have 
done  what  I  considered  was  a  good  job,    but  big  business 
is  looking  for  the  almighty  dollar  irregardless  (sic) 
of  anything  that  happens.  " 

"I'm  too  used  to  being  my  own  boss.  " 

"I've  worked  for  large  companies,  and  I've  worked 
for  snnall  companies,  but  I  like  to  work  for  me  the 
best.  " 
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It  is  obvious  from  these  replies  that  in  Montana,    as  elsewhere, 
freedom  of  action--even  if  considerably  circumscribed  by- 
competitive  circumstances --remains  one  of  the  most  attractive 
features  of  small  business  operation       The  replies  suggest  that 
the  small  businessman  is  willing  to  pay  a  considerable  personal 
cost  in  order  to  exercise  what  he  considers  individual  initiative. 
Certainly  he  finds  in  his  business,    besides  the  economic   returns, 
some  very  important  noneconomic  rewards       The  responses  to 
this  question  reveal  a  successful  businessman  that  is  far  removed 
from  a  prototype  of  the  economic  man.. 
Notions  of  Success  and  Failure  m  Small  Business 

There  is  general  agreement  among  all  informants  that 
success  is  likely  to  come  to  the  man  who  (1)  works  long,    hard 
hours,    (2)  has  the  ability  to  recover  quickly  and  press  on  when- 
ever he  experiences  a  business  setback     (3)  is  competitive  in 
both  attitudes  and  actions       (4)  is  willing  to  take  a  minimal 
profit  out  of  his  business  until  he  finally  achieves  an  adequate 
financial  posture,    and  (5)  masters  the  particular  technical  and 
social  skills  his  operation  requires.      The  emphasis  upon 
technical  or  social  skills  will  vary  directly  with  the  degree  of 
importance  attached  to  custonner  relationships.      Where  the 
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customer  relationship  is  crucial,    success  is  likely  to  be  defined 
in  large  part  by  its  cultivation  through  "selling  yourself"  and 
otherwise  developing  the  customer's  confidence  and  loyalty. 
In  this  manner  the  small  businessman  can  avoid  the  untenable 
position  of  having  to  rely  upon  price  alone  as  a  means  of 
attracting  and  retaining  customers  and  of  competing  with  both 
large-scale  enterprise  and  other  small  businessmen.      Where 
the  customer  relationship  is  not  crucial,    technical  skills  assume 
relatively  greater  importance,    but  the  first  four  conditions  will 
continue  to  apply. 

In  discussing  this  question  successful  informants  say 
more  than  unsuccessful  ones  about  what  one  does  to  succeed. 
The  authors  believe  it  is  correct  to  infer  from  the  interview 
data  that  our  respondents  believe  the  unsuccessful  to  be  those 
who  fail  to  meet  these  five  requirements       Yet  the  assembled 
material  also  points  to  another  element  which  helps  to  explain 
a  portion  of  the  human  factor  in  the  success -failure  equation. 
There  is  a  "take-off"  or  "slide"  point  in  the  businessman's 
career  beyond  which  his  motivation  may  be  clearly  affected 
by  his  cumulative  experience.      The  existence  of  these  points 


-41- 


should  be  recognized  when  one  tries  to  understand  how  past 
winning  or  losing  experience  in  a  particular  enterprise  affects 
the  businessman's  assessment  of  future  prospects  for  success 
or  failure.      In  brief,    after  a  point  success  tends  to  foster  success, 
while  failure  tends  to  foster  additional    failure.      To  paraphrase 
one  unsuccessful  informant,    a  merchant  who  experiences  a 
series  of  business  losses  becomes  discouraged,    is  inclined 
to  let  things  run  down,    loses  his   resiliency  and  his  enthusiasm 
for  persuading  shoppers  to  become  customers,    and  finally  reaches 
the  stage  where  it  is  a  burden  to  open  the  door  in  the  morning. 
Attitudes  Toward  the  Business  Environment 

This  section  covers  the  following  interview  topics:   relations 
with  and  attitudes  toward  business  and  occupational  fellows; 
attitudes  toward  and  relations  with  government  and  suppliers; 
ideas  of  "fair"  and  "unfair"  competition;  views  on  local  business 
and  local  community. 
Attitudes  Toward  and  Relations  With  Fellow  Businessmen 

Nearly  all  informants  try  to  give  the  impression  that  they 
get  along  well  with  other  small  businessmen  in  town  and  nneet 
with  them  periodically  in  service  clubs  and  business  associations. 
The    authors  get  the  impression  that  successful  respondents  are 
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slightly  more  active  in  community  affairs  than  unsuccessful  ones, 
although  both  groups  complain  that  the  demands  of  business  leave 
them  with  less  time  than  they  would  like  to  devote  to  these   matters. 
Some  successful  businessmen  point  out  that  in  return  for  the 
benefits  they  have  received  they  owe  the  community  a  share  of 
their  time  and  energy.      No    unsuccessful  subjects  make  a  similar 
point  about  their  responsibilities  to  the  community.      Further, 
successful  businessmen  usually  stress  cooperation  with  competitors 
on  matters  of  common  concern       While  such  relations  with  competitors 
may  exist  among  unsuccessful  businessmen,    they  are  not  stressed 
in  the  interviews 
Attitudes   Toward  and  Relations  With  Government  and  Suppliers 

Small  businessmen     especially  those  who  are  successful, 
complain  quite  bitterly  about  government  at  the  federal  level.      The 
federal  income  and  social  security  taxes  and  the  state  unemployment 
tax  are  widely  mentioned        Many  feel  burdened  by  the  several 
governmental  agencies  and  bureaus  which  require  them  to  file 
reports,    each  with  its  own  forms  and  procedures  for  reporting  what 
is  in  many  instances  essentially  the  same  data       The  chief  complaint 
of  the  unsuccessful  is  a  tight-money  situation  in  the  financial  markets, 
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which  increases  their  anxiety  about  obtaining  operating  capital. 
They  complain  about  a  lack  of  sympathy  among  bankers  for  the 
small  businessman's  plight       Many  also  mention  the  level  of 
freight  rates  in  Montana     which  they  consider  unfairly  high  and 
detrimental  to  the  local  comnnunity 

Generally,    both  successful  and  unsuccessful  informants 
regard  suppliers  in  a  favorable  light       In  many  instances  in- 
formants state  that  suppliers  do  much  to  help  them  become  more 
effective  operators. 
Ideas  of  Fair  and  Unfair  Competition 

It  IS  difficult  to  find  distinctive  conceptions  of  fair  and 
unfair  competition  among  successful  and  unsuccessful  business- 
men      Indeed     norms  of  competition  among     small  businessmen 
in  Montana  tend  to  be  vague     imprecise     and  in  some  instances 
irrational       There  is  general  agreement  that  price  cutting --defined 
as  selling  below  a  price  of  cost  plus  a  competitively  acceptable 
markup- -is  at  least  unfair  to  and  at  most  disastrous  for  the 
small  enterprise       Informants  object  to  the  stated  practice  of 
large  chains  of  selling  at  very  low  markups  in  order  to  establish 
a  competitive  position  m  an  area       They  also  criticize  those  small 
businessmen  who  simply  do  not  recognize  that  price  cutting 
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eventually  destroys  the  small  firm  which  uses  it     and  in  the 
meantime  hurts  other  small  competitors       A  few  informants 
regard  competition  from  large  enterprises  as  unfair;  their 
comments  are  in  all  instances  related  to  the  problem  of  price 
cutting       Certain  actions  then     the  effects  of  which  foster  price 
flexibility,    are  generally  frowned  upon  by  small  businessmen 
because  of  the  added  dimension  of  risk  they  create 

All  deplore  defaming  a  competitor  through  suggestions 
that  he  is  hiding  deficiencies  in  his  product  or  service,    for  they 
feel  that  any  firm's  reputation  for  dishonest  dealings  with  a 
customer  gives  everyone  in  that  type  of  business  a  bad  name. 
All  informants  condemn  false  and  misleading    advertising 
There  is  general  agreement  too  that  connpetitive  position  is 
strengthened  by  attractive  store  or  shop  facilities  and  by 
personable  employees       Some  respondents  in  the  larger  cities 
accuse  their  chain  competitors  of  attracting  business  through 
"loss  leaders"     in  violation  of  the  state's  fair  trade  laws.      Some 
respondents  in  the  smaller  communities  feel  that  public 
improvements  such  as  a  better  highway  network  and  technological 
advances  (eg  television)  are  adding  to  the  other  competitive 

disadvantages  of  the  small  businessman 


-45- 


This  question  elicited  some  comment  on  trading  stamps  as 
a  competitive  device.     As  a  group  informants  dislike  stamps  but 
few  feel  that  they  could  avoid  their  use  without  sacrifice  of  sales 
volume. 
Views  on  Local  Business  and  the  Local  Community 

Marked  divergence  in  the  viewpoint  of  the  successful  and 
the  unsuccessful  is  apparent  in  discussion  of  the  business  environ- 
ment in  their  local  community       Those  who  are  successful  and 
situated  in  the  larger  centers  regard  their  community  as  attractive 
both  as  a  place  in  which  to  do  business  and  in  which  to  live.      They 
believe  the  city's  economic  future  is  bright       Successful  enter- 
prisers in  growing   smaller    centers  feel  that  expansion  in  their 
community  is  rapid  enough  to  enable  them  to  compete  effectively 
with  businesses  in  larger  centers.      Those  who  are  successful 
despite  being  located  in  stagnant  smaller  communities  are 
aggressive  operators  who  in  fact  serve  a  much  larger  area  in  a 
highly  specialized  way.      They  give  the  impression  of  having 
thoroughly  assessed  the  effects  of  external  forces  on  their 
community,    and  of  having  resolved  to  adapt  as  necessary  to 
these  changes  so  that  their  businesses  may  continue  to  flourish. 
In  a  few  instances  the  successful  informants  in  these  snnaller 
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communities  are  engaged  in  producing  an  "export"  product  so 

that  accessibility  to  raw  material  supplies  is  a  primary  consideration 

underlying  successful  operation. 

The  unsuccessful  in  the  larger  cities  are  generally 
critical  of  the  failure  of  their  community  to  attract  more  industry; 
they  may  complain  of  too  much  unionization,    or  of  excessive 
chain  store  competition.      This  group  tends  to  criticize  the  local 
Chamber  of  Commerce,    suggesting,    for  exanaple,    that  the  Chamber 
is  not  doing  enough  to  aid  small  businessmen  in  starting  and 
developing  a  business.      These  comnnents  would  assign  the  Chamber 
a  role  not  hitherto  accepted.      It  should  be  mentioned  that  some 
successful  informants  are  equally  critical  of  their  local  Chambers, 
Other  successful  respondents,    in  contrast,    feel  that  their  Chamber 
of  Commerce  is  doing  more  for  the  community  than  most  people-- 
including   some  businessmen- -realize. 

One  of  the  more  interesting  inapressions  received  from 
this  question  concerns  the  attitude  of  the  unsuccessful  businessman 
in  the  small,    non-growing  community.      There  is  no  doubt  that 
many  in  this  group,    particularly  merchants,    are  gradually  being 
squeezed  out  by  competitors  centered  in  the  larger  cities  or  by 
branches  of  national  chains.      Their  towns  have  become  mere 
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satellites  of  trading  centers  serving  an  ever -widening  area.      Yet 
one  detects  a  reluctance  on  the  part  of  many  small  businessmen 
to  face  realistically  their  situation.      The  contrast  is  readily 
apparent  when  one  compares  their  policies  with  those  pursued 
by  successful  enterprises  similarly  located.      "Compete  or 
perish"  is  a  painful  prescription,    yet  many  choose  to  perish 
rather  than  to  meet  the  challenges  thrust  upon  them  by  a  rapidly 
changing   environment. 


■48- 


III.      CONCLUSIONS 

This  study  approached  the  question  of  success  and  failure 
in  small  business  by  probing  into  both  the  nature    of  business 
operations  and  the  attitude  displayed  toward  a  range  of  operating 
and  environmental  variables.      The  results  may  be  stated  as  follows: 

(a)  The  manner  in  which  business  operations  are  conducted 
reveal  differences  in  the  practice  of  successful  as  opposed  to 
unsuccessful  enterprises.      The  overall  findings  of  the  research  in 
regard  to  business  operations  indicate  that  those  who  are  success- 
ful have  a  more  systematic  or  rationalistic  approach  to  the  conduct 
of  their  business.      There  is  greater  evidence  of  advance  planning, 
an  ability  to  evaluate  the  consequences  of  alternative  courses  of 
action,    a  suggestion  of  what  for  want  of  a  better  term  may  be 
characterized  as  resourcefulness  in  meeting  problems,    and  the 
indication  that  the  successful  have  acquired  a  reasonable  mastery 

of  the  requisite  social  or  technical  skills  necessary  to  their  business. 

(b)  In  the  area  of  relation  with  employees  marked  differences 
in  practice  or  attitude  are  not  observable  between  the  successful 
and  the  unsuccessful. 

(c)  Regarding  customer  relations  the  evidence  suggests  some 
differences  between  the  successful  and  the  unsuccessful.      These  may  be 
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summarized  as  a  more  positive  attitude  on  the  part  of  the  successful, 
particularly  in  those  types  of  business  where  more  than  a  cash  nexus 
is  typically  involved  in  the  exchange  of  goods.     In  dealings  with 
customers  those  who  are  successful  are  better  able  to  project 
themselves  as  experts  in  transactions  that  involve  standardized 
products  and  prices.     The  successful  small  businessman  realizes 
that  provision  of  good  service  and  the  maintenance  of  a  satisfactory 
environment  are  fornns  of  nonprice  competition  available  to  him. 

(d)    As  might  be  expected  most  successful  small  business- 
men prize  their  independence  and  find  in  it  the  source  of  an  important 
non -pecuniary  reward.      They  are  conscious  of  a  certain  freedom  of 
action  available  to  them  that  they  fear  would  be  absent  in  the  large 
organization.     A  number  express  the  view  that  one  of  the  costs  of 
electing  this  nonmonetary  return  is  the  sacrifice  of  some  economic 
security.      It  is  notable  that  businessmen  were  in  reasonable 
agreement  about  the  factors  making  for  success  in  the  operation 
of  small  business.      The  factors  may  be  stated  as  follows:     (1) 
intensity  of  application,  i.e.  ,     a  willingness  to  work  long,    hard  hours; 

(2)  the  ability  to  recover  quickly  and  press  on  in  the  face  of  adversity; 

(3)  the  existence  of  a  competitive  spirit  manifest  in  both  attitudes 
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and  actions;  (4)  the  willingness  to  accept  the  necessity  of  plowing 
back  earnings  to  acquire  more  adequate  capitalization;  (5)  the 
need  to  master  the  requisite  technical  and  social  skills  that  the 
nature  of  the  business  dictates. 

(e)     There  is  a  marked  difference  in  the  attitude  of  successful 
and  unsuccessful  businessmen  toward  the  business  environment 
offered  by  their  local  community.      The  successful  businessmen 
in  the  more  rapidly  expanding  urban  areas  are  optimistic  about 
the  manner  in  which  their  potential  market  is  growing.      The 
successful  operators  in  the  smaller  centers, where  population  is 
stagnant  or  dwindling,    appear  to  have  realistically  appraised  the 
impact  of  external  influences  on  their  firms  and  have  given 
considerable  thought  to  the  type  of  adaptations  that  may  be 
necessary  to  their  continued  operation.      The  unsuccessful  are 
less  positive  and  more  rigid  in  their  approach  to  these  matters. 

It  is  interesting  to  compare  the  conclusions  of  this  study 
with  those  of  another  SBA  sponsored  project  entitled  The  First 
Two  Years:     Problems  of  Small  Firm  Growth  and  Survival.      This 
study  examined  the  experience  of  81  business  enterprises  in  the 
Providence,    Rhode  Island,    area  during  the  first  two  years  of 
their  life.        The  nature  of  the  sample  in  this  study  differs  from 


^  Defined  to  include  both  newly  established  firms  and  those 
which  had  changed  ownership. 
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that  in  the  Providence  study  since  no  time  dimension  was  placed 
on  the  firms  in  our  sample.      Nevertheless  allowing  for  the 
different  nature  of  the  sample  it  is  difficult  not  to  be  impressed 
by  the  overall  evaluation  of  that  study  and  some  of  the  conclusions 
stated  above.      This  is  more  striking  when  one  considers  the 
contrast  in  the  geographical  and  economic  environment  between 
Montana  and  Rhode  Island.      In  particular,    The  First  Two  Years 
draws  parallel  conclusions  with  ours,    first,  by  emphasizing  the 
relation  of  general  managerial  competence  and  personality 
defects  to  failure;   second,    by  stressing  the  role  of  motivation, 
hard  work,    and  flexibility  as  supplements  to  adequate  capital 
and  managerial  competence;  and  third,    by  pointing  out  the  role 
of  good  housekeeping,    good  recordkeeping,    and  advance  planning 
prior  to  opening  and  at  various  steps  in  the  development  of  the 
business.      In  sum  this  report  like  The  First  Two  Years  stresses 
the  import  of  a  systematic  or  rational  approach  to  business 
conduct. 


^  See  above  p.  25  and  The  First  Two  Years,    pp.    117  and 
157-159. 
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MONTANA  STATE  UNIVERSITY 
Missoula 

Bureau  of  Business  and  Economic  Research 


APPENDIX  A 

Dear  Mr. 

I  would  like  to  solicit  your  participation  in  one  of  the  research 
projects  which  we  have  underway  this  current  year  for  the  Small 
Business  Administration. 

This  project  involves  a  study,    by  means  of  direct  interview, 
of  thirty  small  business  firms  in  Montana,    divided  equally  between 
those  that  could  be  classified  as  successful  operations  and  those  that 
could  be  characterized  as  unsuccessful  or  having  serious  operating 
problems.      The  objective  of  the  study  is  to  determine  whether  there 
are  regional  factors  responsible  for  success,    or  the  lack  of  it,    in 
addition  to  those  elements  which  have  been  rather  clearly  established 
through  national  surveys  by  Dun  and  Bradstreet  and  the  like. 

In  selecting  these  firms  an  effort  has  been  made  to  get  a 
reasonably  representative  geographical  distribution,    although  apart 
from  this  no  effort  has  been  made  to  distribute  them  equitably 
among  various  industries.      Relevant  information  concerning 
educational  and  family  background  of  the  operator,    his  training, 
experience,    operations,    financing,    marketing,    personnel  situation, 
and  the  targets  and  objectives  of  his  business  is  to  be  obtained 
through  a  direct  interview  situation       Naturally,   we  would  like  to 
include  some  enterprises  in  (name  of  the  community)  and  would 
appreciate  any  suggestions  that  you  feel  free  to  forward. 

One  of  the  important  factors  to  consider  would  be  the  willing- 
ness of  the  interviewee  to  talk  freely  and  frankly  about  his  operations; 
in  other  words,    to  cooperate  with  the  objectives  of  the  project.      I 
should  greatly  appreciate  having  any  suggestions  from  you,    and  if 
it  is  decided  to  proceed  with  the  interviews,    you  can  be  sure  that 
the  bank's  recommendation  for  the  contact  will  be  held  completely 
in  confidence.      Any  cooperation  you  can  give  along  the  above  lines 
will  be  more  than  appreciated. 

Sincerely  yours. 


Edward  J.    Chambers 
EJQpkd  Associate  Director 
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APPENDIX    B 


INTERVIEW  GUIDE 


Note:     An  interview  guide  is  used  to  remind  the  interviewer 
to  ask  questions  about  selected  subject  matters.      It  is  used  only  by- 
experienced  interviewers     to  permit  them  to  word  and  time  questions 
in  whatever  ways  they  believe  will  maximize  their  effectiveness  as 
information-gatherers.     Accordingly     the  following  reproduction 
of  our  interview  guide  should  be  understood  as  essentially  a  series 
of  notes,    designed  to  insure  that  the  interviewer  will  ask  each 
informant  questions  on  all  the  selected  topics  with  which  the  study 
is  concerned, 

1.  What  kinds  of  records^    cost  accounting,    etc.  ,    do  you  keep? 
Why? 

2.  How  frequently  is  your  financial  position  examined?     How  and 
by  whom  ? 

3.  What  provision  do  you  make  for  depreciation  allowances 
on  equipment,    etc  ? 

4.  What  approach  do  you  use  in  advertising?     Why? 

5.  How  are  decisions,    managerial  and  other,    made  and  enforced 
in  your  (partnership)  situation? 

6.  What  are  your  notions  of  "good"  and  "bad"  employees?     How 
do  your  employees  compare  with  these  notions? 

7.  What  do  you  look  for  in  hiring  people?  What  training  must 
they  have  had?  Where  do  you  get  them?  How  do  you  train 
them  ? 

8.  What  has  been  your  experience  v/ith  employee  turnover? 
How   do  you  account  for  this  turnover?     How  does  your 
turnover  experience  compare  with  others  in  your  line  of 
work  ? 

9.  How  do  you  plan  your  output  in  goods  and/or  services? 
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10.  How  seasonal  is  your  work?    How  do  you  adjust  effects  of 
"seasonality"  on  work  force,    etc.  ? 

11.  On  what  bases  do  you  sell,    extend  credit? 

12.  What  is  your  relationship  with  banks  and  other  sources  of 
credit?     Explain. 

13.  How  much  competition  is  there  for  access  to  sources  of 
credit  ? 

14.  What  kinds  of  insurance  do  you  carry?     Amounts?     Why? 

15.  What  are  the  most  rewarding  and  unrewarding  features 
of  your  business?     Explain. 

16.  Is  your  work  force  unionized?     If  so,    what  has  been  your 
relationship  with  the  union?     How  do  you  feel  about  having 
unionized  employees?     If  not,    how  would  you  feel  about 
your  employees  being  unionized?     What  are,    or  would  be, 
advantages  and  disadvantages  of  having  unionized  workers 
(a)  from  your  stand  point,      (b)  from  theirs? 

17.  How  did  you  get  into  the  business?     What  types  of  work 
experiences  have  you  had?     How  did  you  decide  to  go  into 
business  for  yourself?     What  are  the  major  turning  points 
in  learning  and  doing    your  work? 

18.  What  goals  are  you  working  toward  in  your  business?     (Probe 
for  relation  of  day-to-day  problems  and  practices  to  occupa- 
tional goals.  ) 

19.  How  has  the  nature  and  practice  of  your  business  changed 
since  you  got  into  it? 

20.  How  is  your  business  organized,    in  terms  of  division  of 

labor  and  its  functions  or  dysfunctions  for  attaining  goals,    etc.  ? 

21.  What  is  your  philosophy  of  merchandising,    or  profit-taking, 
generally  ? 

22.  How  does  one  succeed  or  fail  in  this  business? 
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23.  In  terms  of  characteristics  and  behavior,    what  is  an  ideally 
"good"  customer  like?     Ideally  "bad"?     How  do  your  customers 
compare  with  these? 

24.  In  your  view,    what  is  fair  competition?     Unfair?     How  much  of 
each  do  you  have  around  here? 

25.  How  does  the  government  help,    or  hinder,    you  in  your  efforts 
to  succeed  in  your  business?     (Ditto  for  suppliers,    bankers, 
competitors,    etc.  ) 

26.  If  you  wished  to  increase  the  volume  of  your  business,    would 
you  expand  your  operations  to  cut  unit  costs,    intensify  rela- 
tionships with  selected  customers,    or  what? 

27.  What  is  "a  good  day's  work"  in  your  business? 

28.  What  career  would  you  prepare  for,    and  how  would  you  prepare 
for  it,    if  you  could  start  school  all  over  again?     Explain. 

29.  What  is  there  about  this  city  which  attracts  or  repels  business- 
men like  you? 

30.  How  do  you  distinguish  between  professionals  and  nonprofessionals 
in  your  business?     (Explain  their  differential  success.  ) 

31.  Under  what  circumstances  is  the  customer  right?     Or,    is  he 
always  right? 

32.  What  are  the  advantages  and  disadvantages  of  small  business, 
as  compared  to  large? 

33.  Would  you  work  for  large  business  if  the  price  were  right? 
What  would  be  the  "right"  price? 

34.  What  kind  of  relations  do  you  have  with  other  business  and 
professional  people  in  town? 

35.  If  a  son  in  college  asked  you  for  career  advice,   what  would 
you  tell  him?     Would  you  urge  him  to  choose  for  himself, 

to  go  into  big  or  small  business,    or  what?     Explain. 
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36.  What  are  businessmen  in  town  complaining  or  bragging  about 
these  days?     How  come? 

37.  What  else  is  there  about  sucess  and  failure  in  small  business 
that  I  have  failed  to  ask  about? 
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APPENDIX  C 
Suggested  Questionnaire  Items 

The  questionnaire  items  which  follow  should  be  regarded 
as  suggestive  devices  for  tapping  a  broad  range  of  attitudes  relating 
to  success  and  failure  in  small  business.      They  are  a  result  of  the 
interviews  conducted  during  the  course  of  this  project.      Our  limited 
research  indicates  that  such  items,    when  used  collectively,    serve 
as  a  useful  index  of  degree  of  success  and  failure  for  those  we  inter- 
viewed.    How  generally  predictive  these,    or  similar,    items  might  be 
remains  to  be  determined. 

The  items  are  put  in  the  form  of  simple,    five -point  rating 
scales.     In  this  form,    response  can  readily  be  quantified,    the 
highest  scores  presumably  indicating  attitudes  most  positively 
associated  with  success,    the  lowest  correspondingly  associated 
with  failure,    in  small  business.      Thus,    if  a  respondent  checks  the 
first  choice  (e.    g.  ,    "always,  "  "strongly  agree,  "  etc.  )  throughout, 
he  will  receive  the  maximum  score  of  plus  92,    the  number  of  items 
(46)  multiplied  by  plus  2.     If  he  checks  the  last  choice  throughout, 
his  score  will  be  minus  92,    the  lowest  possible  score,    or  rating. 
We  suggest  that  any  score  of  65  or  more  indicates  attitudes  favorable 
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to  success  in  small  business.     Any  score  lower  than  65,    but 
higher  than  40,    indicates  attitudes  which  are  slightly  favorable 
to  success.      Between  39  and  0  are  probably  those  whose  attitudes 
are  unfavorable  to  success.     Any  negative  score  would  be  hard  to 
imagine,    but  would  indicate  an  astounding  lack  of  acceptance  of 
norms  in  the  world  of  small  business.      These  suggested  ranges  of 
scores  for  rating,    it  must  be  emphasized,    are  tentative.      They  will 
certainly  be  revised  when  the  questionnaire  is  filled  out  by  more 
representative  samples  of  small  businessmen  than  those  of  the 
present  study. 

Caution  should  be  exercised  in  distinguishing  between 
attitudes  and  behaviors.      The  items  in  this  questionnaire  attempt 
to  inventory  attitudes  in  such  a  way  that  the  resultant  score  can  be 
compared  with  attitudes  expressed  by  the  successful  and  unsuccess- 
ful businessmen  who  served  as  our  informants.     It  would  be  un- 
warranted to  assume  that  their  expressed  attitudes  are  in  any  way 
necessarily  related  to  their  actual  behaviors  in  business,    although 
their  attitudes  and  behaviors  probably  do  correspond  rather  closely 
in  many  instances.     Nor  would  it  be  safe  to  assume  that  some 
apparent  inconsistencies  in  attitude  indicate  inability  to  really 
succeed  in  small  business.      Every  human  being,    in  or  out  of 
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business,    manages  to  find  consistency  and  harmony  in  what  to 
others  nnight  seem  clusters  of  even  antithetical  attitudes.     Given 
these  qualifications,    we  invite  the  reader  to  examine  and  perhaps 
try  out  the  questionnaire  which  we  believe  to  be  a  useful  device 
for  taking  an  inventory  of  attitudes  relating  to  success  and  failure 
in  small  business. 
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1.      Before  going  into  business  for  himself,    a  small  businessman 
should  have  formal  training  in  the  fundamentals  of  accounting. 

strongly  agree 

agree 

neither  agree  nor  disagree 

disagree 

strongly  disagree 


2.      The  small  businessman  finds  it  advantageous  to  employ  a  C.  P.  A. 
to  establish  record-keeping  procedures  for  his  business. 

always 

frequently 

sometimes 

rarely 


never 


3.      The  small  businessman  should  employ  a  C.  P.  A.    to  examine 
his  books  and  prepare  financial  statements  at  least  twice  a 
year. 

strongly  agree 

agree 

neither  agree  nor  disagree 

disagree 

strongly  disagree 
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4,      The  small  businessman  who  prepares  a  monthly  financial  state^ 
ment  for  himself  is  likely  to  be  an  efficient  operator. 

absolutely  true 

probably  true  

open  to  question 

probably  false  

absolutely  false 


5.      Every  small  businessman  should  carefully  examine  the  possibilities 
of  using  a  cost-accounting  system  in  his  business. 

certainly  so 

probably  so  

hard  to  say  

probably  not  so 

certainly  not  so 


6.     In  general,    a  regular  advertising  program  is  essential  to 
successful  operation  of  a  small  business. 

always  

frequently  

sometinnes 

rarely  

never 
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Although  the  newspaper  is  apt  to  be  the  most  suitable  advertising 
medium  for  most  small  businesses,    selection  of  advertising 
media  must  be  based  finally  on  what  the  particular  medium  can 
do  for  the  given  business. 

strongly  agree  

agree  

neither  agree  nor  disagree  

disagree  

strongly  disagree  


In  addition  to  conventional  insurance  coverage,    the  small 
businessman  would  be  well  advised  to  protect  himself  with 
"business  interruption"    and/or  "key  man"  insurance. 

strongly  approve  

approve  

undecided  

disapprove 

strongly  disapprove  


9.      Most  small  businessmen  think  they  have  adequate  insurance 
coverage  when,    in  fact,    their  failure  to  read  the  "small  print" 
forces  them  to  rely  on  their  insurance  agent's  interpretation 
of  the  coverage. 

absolutely  true  

probably  true  

open  to  question  

probably  false  

absolutely  false  
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10.      Collegiate  schools  of  business  have  little  to  offer  a  person 
who  wishes  formal  training  for  a  career  in  small  business. 

certainly  right  

probably  right  

doubtful  

probably  wrong  

certainly  wrong  


11.      The  high  school  would  be  a  logical  place  to  begin  preparing 
people  for  careers  as  employees  of  small  businessmen. 
Otherwise,    small  businessmen  must  assume  most  of  the 
burden  of  training  their  employees. 

strongly  agree  

agree  

neither  agree  nor  disagree  

disagree  

strongly  disagree  


12.      During  long  slack  periods,   when  an  employer  loses  money  on 
his  employees,    he  should  seriously  consider  laying  them  off, 
even  if  it  would  be  difficult  to  rehire  or  replace  them  when 
business  volume  picks  up  again. 

strongly  agree  

agree  

neither  agree  nor  disagree  

disagree  

strongly  disagree  


■  64- 


13.      Everything  considered,  unions  do  small  businessmen  more 
good  than  harm. 

always  

frequently  

sometimes  

rarely  


never 


14.      Individually  meritorious  and  ambitious  employees  of  a  unionized 
business  find    their  work  as  rewarding  as  it  would  be  if  the 
business  were  not  unionized. 

always  

frequently  

sometimes  

rarely  


never 


15.      Most  small  businessmen  would  be  in  nnuch  better  condition 

financially  if  they  would  stop  the  practice  of  giving  customers 
30  days  to  pay  for  routine  purchases, 

certainly  so  

probably  so  

hard  to  say  

probably  not  so  

certainly  not  so  
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16.      Credit  losses  in  small  business  are  normally  under  one 
percent  of  annual  gross  sales.      Should  they  exceed  two 
percent,    it  is  likely  that  credit  policies  need  to  be  made 
more  stringent. 

strongly  agree  

agree  

not  sure  

disagree 

strongly  disagree  


17.      The  small  businessman  would  be  much  more  likely  to  succeed 
if  long-term  money  were  more  readily  available  locally  for 
operating  and  expanding  his  business. 

certainly  right  

probably  right  

doubtful 

probably  wrong 

certainly  wrong 


18.      Unless  local  banks  adopt  more  liberal  policies  for  loaning 
money,    small  businessmen  are  either  doomed  to  extinction 
or  must  encourage  governmental  sources  to  make  money 
available  to  them  at  much  lower  rates  than  those  which 
banks  presently  force  them  to  pay. 

absolutely  true 

probably  true 

open  to  question  

probably  untrue  

absolutely  untrue 
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19.      The  small  businessman  who  attempts  to  sell  everything 

cheaper  than  anybody  else  is  a  threat  to  both  his  competitors 
and  himself. 

always  

frequently  

sometimes  

rarely  


never 


20.     Such  factors  as  improved  highways  and  television  are 

bringing  more  people  to  the  bigger  shopping  centers  of  the 
state,    making  competition  tougher  for  businessmen  in  the 
smaller  towns.     A  consequence  of  this  is  that  businesses  in 
small  towns  are  finding  it  increasingly  difficult  to  increase 
their  sales  volumes  in  the  face  of  rising  overhead  costs. 

strongly  agree  

agree  

hard  to  say  

disagree  

strongly  disagree  


21.      Another  consequence  of  the  situation  noted  in  20.    above  is 
that  businesses  of  intermediate  size  are  disappearing,    for 
only  the  hard-working  small,    and  the  efficient  large, 
businessman  can  survive  under  such  circunnstances. 

absolutely  true  

probably  true  

open  to  question  

probably  untrue  

absolutely  untrue  
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22.      Still  another  consequence  of  the  above-noted  situation  is 
that  snnall  businessmen  will  increasingly  encourage  their 
sons  to  seek  careers  in  large  business. 

strongly  agree  

agree  ^  

hard  to  say  

disagree  

strongly  disagree  


23.      Unless  they  are  located  in  a  large  or  middle-size  city,    or 

in  a  noticeably-growing  small  town,    small  businessmen  are 
not  likely  to  achieve  the  level  of  success  to  which  they  aspire. 

certainly  right  

probably  right  

doubtful  

probably  wrong  

certainly  wrong  


24.      The  small  businessman's  success  depends  significantly  on 
the  degree  to  which  his  Chamber  of  Commerce  succeeds 
in  stimulating  development  of  the  community's  economic 
structure. 

always  

frequently  

sometimes  

rarely 


never 
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25.     An  unsuccessful  small  businessman  is  one  who  so  concerns 
himself  with  either  achieving  a  standard  percentage  of 
profit  or  meeting  the  competition  as  to  fail  to  temper  the 
one  concern  with  the  other. 

certainly  right  

probably  right  

doubtful  

probably  wrong  

certainly  wrong  


26.      Successful  small  businessmen  are  more  interested  in 

achieving  greater  volume  through  expanding  present  goods 
and/or  services,    than  through  adding  to  those  they  already 
offer. 

strongly  agree  

agree  

hard  to  say  

disagree  

strongly  disagree  


27.      Most  small  businessmen  have  mixed  feelings  about  advising 
a  son  to  take  over  their  business.     Although  they  would 
suggest  that  he  make  up  his  mind  for  himself,    they  would 
in  fact  encourage  him  to  start  his  work  career  with  big 
business  before  finally  deciding  what  to  do. 

absolutely  true  

probably  true  

open  to  question  

probably  untrue 

absolutely  untrue  _^ 
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28.     Relatively  few  small  businessmen  value  their  independence 
so  highly  that  no  offer  from  a  big -business  concern  could 
attract  them  away  from  their  own  business. 

strongly  agree  

agree  

hard  to  say  

disagree  

strongly  disagree  


29.      Where  the  product,    price,    and  other  significant  aspects  of  the 
business  transaction  are  standardized,    and  where  the  operator 
of  the  business  is  necessarily  an  expert  in  his  line,    small 
businessmen  tend  to  define  "good"  customers  simply  as  those 
who  pay  their  bills  promptly. 

certainly  right  

probably  right  

doubtful  

probably  wrong  

certainly  wrong  


30.      Where  the  business  transaction  is  complicated  routinely  by 

such  factors  as  higgling  about  trade-ins,    disciplining  boisterous 
customers,    and  justifying  the  return  or  exchange  of  merchandise, 
small  businessmen  define  as  "good"  customers  those  who  must 
have  certain  attributes  in  addition  to  paying  their  bills  promptly. 

certainly  right  

probably  right  

doubtful  

probably  wrong  

certainly  wrong  
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31.      Businessmen  agree  that  friends  and  neighbors  often  turn  out 
to  be  their  worst  customers. 

always  

frequently  

sometimes  

rarely  


never 


32.      In  some  businesses,    the  slogan,    "the  custonner  is  always  right,  " 
is  taken  most  seriously,    whereas  in  other  businesses  quite  the 
converse  situation  exists.      It  is  nevertheless  true  that  most 
businessmen  feel  that  the  customer  is  "right"  all  or  most  of 
the  time,    and  would  go  to  great  lengths  to  keep  from  offending 
the  customer, 

strongly  agree  

agree  

hard  to  say  

disagree  

strongly  disagree  


33.     It  is  easy  to  distinguish  between  the  professionals  and  non- 
professionals in  small  business:     the  professionals  are 
successful,    the  non -professionals  are  unsuccessful. 

always  

frequently  

sometimes  

rarely  

never 
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34.      Other  things  being  equal,    a  man  starting  a  small  business 
nowadays  must  be  willing  to  adjust  his  living  standards  to 
taking  a  minimal  profit  out  of  his  business  until  he  finally 
builds  up  an  adequate  cash  and  credit  reserve.      Without 
such  an  adjustment,    his  business  is  almost  certain  to  fail. 

absolutely  true  

probably  true  

open  to  question 

probably  untrue  

absolutely  untrue  


35.      The  successful  businessman  is  one  who  is  fair  to  both  competitors 

and  customers;     occasionally  he  approaches,  but  never  reaches, 
the  status  of  "price-cutter"  or  "chiseler.  " 

certainly  right  

probably  right  

doubtful  

probably  wrong  

certainly  wrong  


36.      Despite  the  fact  that  success  fosters  success,    and  failure 

fosters  failure,    the  mark  of  a  successful  businessnnan  is  an 
ability  to  recover  quickly  and  press  on,    whenever  he  experience: 
a  business   set-back. 

strongly  agree  

agree  

not  sure  

disagree  

strongly  disagree  
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37.      Most  bitter  complaints  about  government  (e.  g.  ,    taxes, 

required  reports,    etc,  )  come  from  successful  businessmen. 
Unsuccessful  businessnnen  are  so  anxious  about  raising  operating 
capital  that  they  focus  complaints  on  the  tight-money  situation 
at  the  banks.      If  they  become  successful,    they  are  much  less 
anxious  about  tight  nnoney,    so  displace  hostility  on  government. 

strongly  agree  

agree  

not  sure  

disagree  

strongly  disagree  


38.     It  is  in  the  suppliers'   interest  to  keep  their  outlets  (wholesale 

and/or  retail)  alive.      For  this  reason  alone,    the  small  business- 
man who  has  difficulty  getting  along  with  his  suppliers  is  likely 
to  have  already  moved  well  along  the  road  to  failure. 

always  

frequently  

sometimes  

rarely  

never 


39.      While  both  successful  and  unsuccessful  businessmen  are  often 
hampered  by  lack  of  operating  capital,    successful  ones  are 
distinguished  by  their  ability  to  find  money  outside  of  regular 
channels, 

absolutely  true  

probably  true  

open  to  question  

probably  untrue  

absolutely  untrue  
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40.      Unsuccessful  businessmen  want  too  nnuch  too  soon.      They  milk 
their  businesses,    then  complain  that  the  banks  refuse  to  extend 
them  any  more  credit  or  that  big  business  is  squeezing  them  out. 

strongly  agree  

agree  

not  sure  

disagree  

strongly  disagree  


41.      Successful  businessmen,    more  than  unsuccessful  ones, 

systematically  watch  their  inventories,  purchase  to  take 
advantage  of  discounts,  study  the  market  situation  in  and 
around  their  community,    and  make  plans  for  expansion. 

certainly  right  

probably  right  

doubtful  

probably  v^rong  

certainly  wrong  


42.      Where  the  customer  relationship  is  a  vitally  important  aspect 
of  the  business,    unsuccessful  businessnnen  concern  themselves 
too  much  with  the  technical  skills,    too  little  with  the  social 
skills,    needed  to  cultivate  this  relationship. 

absolutely  correct  

correct  

open  to  question  

incorrect  

absolutely  incorrect  
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43.      Because  successful  businessmen  are  doers,  they  manage  to 
find  time  to  play  an  active  role  in  their  community's  service 
clubs  and  business  associations 

always  

frequently  

sometimes  

rarely  


never 


44,      Cordial,    cooperative  relations  with  competitors  on  matters 
of  common  concern  make  for  a  healthy  business  climate 

strongly  agree  

agree  

not  sure  

disagree 

strongly  disagree  


45.     Some  small  businessmen  complain  of  being  caught  in  a  squeeze 
between  unions  and  big  business       If  they  had  guts  enough  to 
fight  their  way  out  and  keep  going,    they  would  have  little  to 
complain  about 

strongly  agree 

agree  . 

not  sure  

disagree 

strongly  disagree  ^ 
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